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DAYTONA BEACH COMMUNITY REDEVELOPMENT AGENCY
FOoLLOW-UP ON OPERATIONAL AUDIT REPORT NO. 2008-036

SUMMARY

This report provides the results of our follow-up procedures for each of the findings included in report
No. 2008-036 and the Daytona Beach Community Redevelopment Agency’s (CRA) response thereto. Our
follow-up procedures to determine the CRA’s progress in addressing the 22 findings and recommendations
contained in report No. 2008-036 disclosed that, as of the completion of our follow-up procedures in
June 2009, the CRA’s actions adequately corrected 9 findings, partially corrected 5 findings, and had not
corrected 6 findings. The CRA took no corrective action on 2 findings.

BACKGROUND

The Auditor General is authorized by State law to perform audits of governmental entities in Florida. As directed by
the Legislative Auditing Committee, we conducted an operational audit of the Daytona Beach Community
Redevelopment Agency for the period October 1, 2004, through March 31, 2007, and selected actions taken prior and
subsequent thereto. Pursuant to Section 11.45(2)(1), Florida Statutes, the Auditor General, no later than 18 months
after the release of report No. 2008-036, must perform such appropriate follow-up procedures as deemed necessary to
determine the Daytona Beach Community Redevelopment Agency’s progress in addressing the findings and

recommendations contained within that report.

STATUS OF REPORT NUMBER 2008-036 FINDINGS

Management of the Community Redevelopment Agency (CRA)

Finding No. 1: Use of CRA Funds

Previously Reported

We noted several expenditures that were either not authorized by Chapter 163, Part III, Florida Statutes, or not in
accordance with CRA Plans. These expenditures included promotional expenditures, police-related expenditures

unrelated to policing innovation plans, lobbying services, electric bills for street lights, and other expenditures.

We recommended that the CRA request reimbursement from the City for the CRA funds that were either not
authorized by Chapter 163, Part III, Florida Statutes, or not in accordance with CRA Plans, and that procedures be
adopted to ensure that CRA trust fund expenditures are authorized pursuant to Chapter 163, Part 111, Florida Statutes,
and CRA Plans.

Results of Follow-Up Procedures

The CRA'’s actions partially corrected this finding. On November 6, 2007, the City reimbursed the CRA $1,475
for questioned police vehicle acquisition costs incurred during 2002 and 2004. On May 20, 2009, subsequent to our
inquiry, the City reimbursed the CRA $784,491 of the $1,174,601 other questioned CRA trust fund expenditutes
identified in report No. 2008-036. Amounts not reimbursed included promotional expenditures of $307,201 and
electric bills for street lights in the amount of $82,909. Although CRA staff considered the remaining unreimbursed
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expenditures to be in accordance with law and CRA plans, specific statutory authority upon which the determination

was based was not provided.

Funds allocated to, and deposited in, a CRA trust fund may generally only be used in accordance with a CRA Plan to
finance or refinance community redevelopment (i.e., undertakings, activities, or projects in a community
redevelopment area for the elimination or prevention of slums and blight, reduction of crime, or the provision of
affordable housing). Section 163.370(3), Florida Statutes, describes activities that may not be financed with CRA
funds, including general operating expenses. Our review of CRA trust fund expenditures during the period December
2007 through March 2009, identified payments to the Daytona Beach Partnership Association for $11,168, and the
Main Street Merchant Association for $75,000. Documentation supporting these expenditures related to street
festivals in the Main Street and Downtown redevelopment areas. However, the documentation indicated that these
festivals were annual events and there were no provisions in the contracts that related to specific redevelopment
projects within the CRA areas. We also noted payments, totaling $250,000, to the Daytona Beach International
Festival (DBIF), although supporting documentation indicated that the payments were pursuant to a loan agreement
between the City and DBIF and, therefore, did not appear to be an authorized use of CRA funds. In addition, we
noted that 9 of 42 CRA trust fund expenditures reviewed were for general operating expenditures of the City which
are not authotized uses of CRA funds. These expenditures included food/housing ($20,000), holiday decorations
($7,670), electric bills for street lights ($2,468), pressure washing of street pavers ($200), and swimming pool chemicals
($100).

Our review of CRA trust fund expenditures also included journal transfers from the CRA trust fund to other City
funds. For the 2008-09 fiscal year, through March 31, 2009, transfers from the CRA trust fund to the general fund
totaled $803,747. In response to our request for supporting documentation, City personnel stated that the transfers
were for police and code enforcement services provided to the redevelopment areas. However, none of the CRA
Plans included police innovations that would justify police-related expenditures from the CRA trust fund. As noted

above, general operating expenditures are not authorized uses of CRA funds.

In his response, the Redevelopment Director indicated that some of the expenditures we questioned were
operating or maintenance expenditures for CRA projects, such as electric bills for streetlights installed by
the CRA or pressure washing of street pavers installed by the CRA. However, for such operating and
maintenance expenditures to be appropriately funded by the CRA, it would have been necessary for the
CRA plan to indicate that such lights and pavers would not only be installed but that operating and
maintenance expenditures would also be paid by the CRA. The Redevelopment Director also took
exception to the concept that community policing innovation must be described in the CRA plan, not just
mentioned as an authorized program. For any community policing innovation to be funded by the CRA, it
must be described in the CRA plan in sufficient detail to be authorized for expenditure pursuant to Section
163.387, Florida Statutes, which requires that moneys in the CRA Trust Fund may only be expended
pursuant to what is described in the CRA plan. The CRA plan contained no description of what the
community policing innovation entailed. Records provided for our review did not distinguish the

expenditures for policing incurred by the CRA from general operating expenses of the City.

Finding No. 2: Contents of CRA Plans

Previously Reported

CRA Plans were not in sufficient detail to provide for a determination that CRA expenditures were in accordance with
the Plans.
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We recommended that the CRA revise its CRA Plans to include sufficient detail to demonstrate that expenditures of
the CRA funds are in accordance with Section 163.387(6), Florida Statutes. Such detail would provide additional
information to the taxing authorities required to contribute to the CRA and the public as to the intentions of the CRA

and how it will accomplish its redevelopment objectives.

Results of Follow-Up Procedures

The CRA’s actions had not corrected this finding. The CRA Board approved the four amended CRA Plans,
effective October 1, 2008, during its September 3, 2008, meeting. Our review of these amended CRA Plans disclosed
that, while the language was modified in the Downtown-Ballough Road, Main Street, and Midtown CRA Plans to
specifically provide for promotional programs, marketing festivals, and special events, in addition to other similar
activities, these events were not tied to specific CRA projects contained therein. Further, the amended CRA Plans
generally did not include specific planned capital projects to be undertaken or pertinent updates to existing capital
projects. For example, the amended Midtown CRA Plan refers to projects with outdated completion dates of 1998,
1999, and the 2001-02 through 2004-05 fiscal years. Also, the amended Main Street CRA Plan includes the
replacement of sewer lines, a lift station, and storm drainage system, with the same estimated cost data as was stated in
the 1981 Plan. Such information does not provide relevant, current information regarding CRA activities, with
current costs, or specific projects under consideration by the CRA Board, which would provide guidance and

authorization as to the proper use of CRA funds.

In his response, the Redevelopment Director stated that, “The CRA does agree with the idea that where
possible the Plans should be clear about the intended use of funds.” He also provided the details of Section
163.387(6), Florida Statutes, which indicates that moneys in the redevelopment trust fund may be expended
for undertakings of a CRA as described in the CRA plan for various purposes, emphasizing that the law
states certain activities but includes the phrase “but not limited to.”” Finally, he stated that because the CRA
was created prior to 1984 legislative changes to CRA-related laws, the CRA was not required to be specific in
its CRA plans. Although the Iaw does not require pre-1984 CRA plans to be specific, Section 163.387(6),
Florida Statutes, applies to all CRAs, regardless of creation date, and this section requires that moneys can

only be expended as described in the CRA plan. While the activities for which CRA moneys may be

expended are not limited to those described in Section 163.387(6), Florida Statutes, the activities for which
CRA moneys are to be expended must be sufficiently described in the plan to be authorized.

Finding No. 3: Appointment of CRA Chair and Vice Chair

Previously Reported

Contrary to Section 163.356(3)(c), Florida Statutes, the City Commission did not designate a Chair and Vice Chair of
the CRA Board.

We recommended that the City Commission designate the CRA Chair and Vice Chair as required by law and

document such designation in the meeting minutes of the governing boatd.

Results of Follow-Up Procedures

The City’s actions adequately corrected this finding. At its December 5, 2007, meeting, the City Commission,
adopted Resolution No. 07-438, designating the City Mayor as the CRA Chair, and the Vice Mayor as the CRA Vice
Chair.
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Finding No. 4: Public Notice of Meetings

Previously Reported

Contrary to Section 286.011(1), Florida Statutes, the CRA Board meetings were not always noticed.

We recommended that the City Commission meetings that will include CRA business discussions be propetly noticed

as both City Commission and CRA Board meetings, or CRA Board meetings be separately noticed and held.

Results of Follow-Up Procedures

The CRA’s actions adequately corrected this finding. During the CRA’s December 19, 2007, meeting, CRA
Resolution No. 07-442 was adopted, providing for CRA Board meeting dates and times, as needed, to be concurrent
with City Commission meeting dates. We observed meeting notices posted in City Hall for the April 15, May 6, and
June 3, 2009, CRA Board meetings.

Finding No. 5: CRA Board Meeting Minutes

Previously Reported

The minutes for the jointly held City Commission and CRA Board meetings did not indicate, for each official action
taken, whether the action was by the City Commission or the CRA Board. Additionally, several minutes were not
timely approved by the CRA Board.

We recommended that for jointly held meetings of the City Commission and the CRA Board, a clear distinction be
made in the meeting minutes as to which governing body is taking action. Also, we recommended that the CRA
ensure that all meeting minutes are transcribed, reviewed, corrected if necessary, and approved by the CRA Board in a

timely manner.

Results of Follow-Up Procedures

The CRA'’s actions adequately corrected this finding. Effective with the December 19, 2007, meeting, the CRA
Board held separate meetings from those of the City Commission, and kept written records of the meetings. Our

review of the meeting minutes disclosed that the minutes were approved at a subsequent CRA Board meeting.

Finding No. 6: Policies and Procedures

Previously Reported

Although the CRA followed City policies and procedures, the CRA Board did not take formal action to adopt the
City’s policies and procedures for CRA use.

We recommended that the CRA Board formally adopt policies and procedures for the CRA.

Results of Follow-Up Procedures

The CRA’s actions adequately corrected this finding. At its December 19, 2007, meeting, the CRA Board
adopted CRA Resolution No. 07-442, which established the CRA policies and procedures to be the same as the City.
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Revenues and Cash Receipts

Finding No. 7: Tax Increment Funding

Previously Reported

The CRA did not use the appropriate property values to calculate tax increment revenues due from the Downtown

Development Authority.

We recommended that the CRA implement procedures to ensure the correct real property values are used in

determining the tax increment funding.

Results of Follow-Up Procedures

The CRA’s actions had not corrected this finding. Section 163.387(1)(a), Florida Statutes, provides that the real
property values within the CRA boundary are to be used in calculating the tax increment funding (TIF). Our review
of the TIF calculations for the 2007-08 and 2008-09 fiscal years disclosed that the property values used in calculating
TIF in both fiscal years for the Downtown CRA included both real property and tangible personal property.
Additionally, the base year taxable value for the TIF due from the Downtown Development Authority (DDA) was
calculated using the tax value of the Downtown CRA boundaries, which is larger than the DDA boundaries. These
errors resulted in an overpayment of $51,546 (2007 TIF) and $48,637 (2008 TIF) to the CRA trust fund. In response
to our inquiry regarding the calculations, City personnel stated that “Though the wrong numbers were used in the
original calculation, transfers between the Downtown Redevelopment Fund and Downtown Development Authority
was a wash. The net accounting effect for these transactions is zero.” While the net effect may be zero, procedures

to prevent such errors from occurring, and not being detected, should be developed and implemented.

Finding No. 8: Reporting Taxing Authority Contributions

Previously Reported

Tax increment revenue contributions by taxing authorities reported in the City’s Comprehensive Annual Financial
Report (CAFR) differed from the CRA’s receipt records.

We recommended that the CRA consult with City staff to ensure that the amounts received from the taxing

authorities are correctly reported in the CAFR.

Results of Follow-Up Procedures

The CRA’s actions adequately corrected this finding. Our review of the 2007-08 fiscal year TIF remittances
from each taxing authority agreed with the amounts reported in the City’s 2007-08 fiscal year CAFR.

Finding No. 9: Late Tax Increment Payments

Previously Reported

Amounts due to the CRA from Volusia County for late tax increment contributions did not include an additional five

percent late remittance amount, and were used to offset amounts due by the City to the County.

We recommended that the City reimburse the CRA trust fund for the amount of the additional five percent and
interest totaling $109,245.
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Results of Follow-Up Procedures

The CRA took no corrective action on this finding. As noted in report No. 2008-036, City personnel indicated
services provided by the County exceeded the amount of late penalty and interest due; however, no documentation
was provided to support the value of the services, and the services were noted as being provided to the City, not the
CRA. In response to our request for documentation evidencing the CRA Board’s waiver of the additional five
percent, City personnel stated in correspondence dated May 26, 2009, that “the City has not yet received approval
from the CRA Board” and “the City is in the process of getting this approval by the CRA Board” As of

June 22, 2009, no documentation was provided to us to evidence CRA Board approval.

Finding No. 10: Investment of CRA Funds

Previously Reported

Tax increment revenues received by the CRA were not always timely deposited. Additionally, investment earnings on

funds advanced to the City’s capital projects fund were not recorded to the credit of the CRA.

We recommended that the CRA strengthen its receipt depositing procedures to ensure that deposits are made timely
to reduce the risk of loss and maximize interest earnings. Also, we recommended that the CRA either submit an
invoice to the City for the interest earnings on funds held in the City’s capital projects fund or ensure that interest

earned on these funds are credited to the capital projects fund and used only on CRA projects.

Results of Follow-Up Procedures

The CRA actions partially corrected this finding. Our review of CRA deposits for the 2007-08 and 2008-09 fiscal
years disclosed that receipts were timely deposited in the City’s bank account. City personnel stated that the City
discontinued the practice of placing CRA capital projects in the City’s funds. However, although requested, we were
not provided documentation evidencing the transfer of interest earned on CRA funds held in the City’s capital

projects fund as noted in report No. 2008-036.

Payroll and Personnel Administration

Finding No. 11: CRA Salary Expenses

Previously Reported

Salaries and benefits charged to the CRA trust fund were not always supported by time records or appropriately

allocated.

We recommended that procedures be implemented to ensure that actual time spent by employees on CRA activities is
supported by documentation, such as timesheets, and that such documentation supports salaries and benefits paid by
the CRA trust fund.

Results of Follow-Up Procedures

The CRA’s actions had partially corrected this finding. Our review of 25 salary expenditures from the CRA trust
fund during the period October 1, 2008, to March 31, 2009, disclosed that 22 expenditures were not supported by
timesheets that propetly listed the amount of hours worked for each CRA activity. Subsequent to our review of salary
expenditures, we were provided a document entitled Redevelopment Department Expenditures Policy & Procedures
(Policy), dated March 4, 2009. The Policy provides that timesheets are to be completed based upon the time spent

working on the various CRA plan projects. However, our test included five salary expenditures subsequent to the

6
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enactment of the Policy and, for these five, the hours recorded on the employees’ timesheets did not identify the CRA
activity to properly allocate the salary expenditures. The CRA later provided copies of redevelopment employee

timesheets from July 2009 wherein the employees’ recorded time was charged to the various redevelopment areas.

Finding No. 12: Qualification of New Hires

Previously Reported

CRA personnel records did not contain documentation that the educational background of a former redevelopment

director was verified.

We recommended that CRA procedures be developed and implemented to verify potential employees’ educational

background prior to offering employment. Also, documentation of the verification process should be maintained.

Results of Follow-Up Procedures

The CRA’s actions adequately corrected this finding. Our current review disclosed that the CRA had only one
new hire during the audit period. We reviewed the education and employment experience of the successful candidate
for the position of CRA Project Manager and, based upon the job qualifications stated in the position description and
the candidate’s employment experience, the position appeared to be filled with a person meeting the necessary job
qualifications. Additionally, since the candidate was a current City employee, verification of the candidate’s experience

was already documented in the candidate’s personnel file.

Finding No. 13: Severance Pay

Previously Reported

Contrary to City policy and without approval of the CRA Board, severance pay in the amount of $28,433 was

provided to the former redevelopment director who had resigned.

We recommended that CRA procedures be strengthened to ensure that severance pay is granted and calculated in
accordance with the City’s Code of Ordinances and CRA policy in effect at the time. Also, we recommended that the

CRA seck repayment of the excess funds from the former redevelopment director.

Results of Follow-Up Procedures

The CRA’s actions had not corrected this finding. Although requested, we were not provided with CRA Board
approval of the severance payment to the former redevelopment director or documentation of the actions taken to
seek reimbursement of the moneys paid. Subsequent to our inquiry, we were provided with a letter dated
March 19, 2009, sent to the former redevelopment director, which requested repayment and stated that the CRA did
not have a policy to permit severance payments to its employees and, therefore, was not authorized to fund severance
payments. The returned delivery confirmation receipt stated that the letter was undeliverable and could not be

forwarded. However, we were not advised of any additional actions taken to collect these funds.

Our current review disclosed that the CRA had an employee submit a resignation letter, dated September 17, 2008,
immediately terminating his employment. The City/CRA’s policy provides that employees who resign are not eligible
for severance pay. However, the employee continued to be included on the CRA payroll through December 20, 2008,
although he performed no services for the CRA. During this time the employee was placed on administrative leave
and received his normal salary (including receiving a raise of two percent effective October 1, 2008), in addition to

holiday leave, Christmas bonus pay, and insurance benefits totaling $17,223, from the CRA. Although requested, we
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were not provided any written documentation evidencing the terms of this severance package, the reasons the CRA

agreed to such expenditures, or CRA Board approval of the payments.

In response to our request for a copy of the severance agreement, City personnel indicated that “[p|lease be advised
that this was an oral agreement. The form HR-11 was prepared, and signed by City personnel and reviewed by the
City employee; however, it was never signed, nor required to be signed by the employee.” However, this Form HR-11
only indicates the employee resigned with an effective date of December 26, 2008 and fails to document the terms of

the severance agreement nor what public purpose was achieved by entering such agreement.

We were also provided a memorandum by a Deputy City Attorney opining that “[bJargained for employee severance
packages during the term of employment therefore do not violate the City Code, nor are they prohibited by Florida

b2

Law.” This memorandum further cites Florida cases holding that certain severance agreements do not violate
Florida’s extra compensation statute (Section 215.425, Florida Statutes) and that such agreements are an important
tool in making personnel decisions. While we agree that severance agreements may under appropriate circumstances
serve a public purpose, the benefit to the CRA of this agreement is not apparent nor did the CRA’s records include
documentation demonstrating such a benefit. The cases cited by the Deputy City Attorney all involve situations
where the terminating employee provided consideration in entering the agreement such as agreeing to retire eatly or
relinquishing legal claims against the employer. Expenditures by a governmental entity must setrve primarily a public
purpose and severance agreements should not be entered into unless the entity receives valuable consideration.
Further, as recently noted by the Attorney General in Opinion 2007-26, a severance pay “policy adopted at the time of
termination of the employee, however, would not be representative of compensation earned during service and thus
would violate section 215.425, Florida Statutes. While a severance pay policy in lieu of notice may be adopted for

current employees, it must be part of the compensation benefits earned after the policy's adoption.”

Finding No. 14: Fringe Benefits

Previously Reported

Vehicle allowances and cellular telephone stipends were granted to employees without documentation justifying the

amount of the benefits granted.

We recommended that the CRA adopt a policy that ensures that vehicle allowances and cellular telephone stipends
paid from the CRA trust fund are based upon reasonable documentation supporting the business use for CRA

purposes.

Results of Follow-Up Procedures

The CRA took no corrective actions on this finding. While our review of fringe benefits to CRA and non-CRA
employees disclosed that the number of employees receiving an auto allowance and/or cellular telephone stipends
paid from the CRA trust fund decreased, documentation supporting the benefit amounts established was not

available, although requested.

In response to our request for the documentation prepared to establish the stipend amounts, we were provided the
City policies cited in report No. 2008-036. As we indicated in report No. 2008 0306, since CRA trust fund moneys are
restricted to specified uses, any fringe benefit charged to the CRA trust fund must be documented by records

supporting the amount charged as being a reasonable expense for conducting CRA business.

In his response, the Redevelopment Director indicated that the CRA provided us with City policies which

do not require documentation to support amounts charged for vehicle allowances or cellular telephone
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stipends. However, since CRA funds are restricted for only authorized purposes, it is incumbent upon the

CRA to demonstrate that any CRA finds were expended for those authorized purposes.

Procurement of Goods and Services

Finding No. 15: Disbursements Processing

Previously Reported

Disbursement processing procedures could be improved to ensure that purchases are propetly approved, the goods or

services are received, and invoices are paid only once to vendors.

We recommended that the CRA ensure that requisitions and purchase orders are used to document the approval of
purchases prior to incurring an obligation for payment. Additionally, we recommended that the CRA ensure that
expenditure documentation includes evidence that goods and services were received and approved by authorized
personnel, that a proper pre-audit of supporting documentation is conducted prior to payment, and that invoices are

canceled when paid.

Results of Follow-Up Procedures

The CRA’s actions had not corrected this finding. Our review of 42 disbursements from the CRA trust fund for
the period December 1, 2007, through March 31, 2009, disclosed the following:
» For all 42 disbursements, totaling $1,495,556, the invoices were not canceled or marked as paid

» For 13 disbursements, totaling $1,018,489, supporting documentation did not include approval by authorized
personnel.

» For 19 disbursements, totaling $41,423, evidence of the receipt, review, and acceptance of goods ot setvices
was not documented.

» For four disbursements, totaling $23,580, the individual initiating the requisition also approved the
requisition.

» For three disbursements, totaling $22,655, a trequisition or purchase order was requited by City/CRA
purchasing policies, but was not issued.

» For two disbursements, totaling $4,790, the requisition and putrchase order were issued on the same date as
the related invoice.

» For four disbursements, totaling $1,317, the purchase order was dated after the invoice date.

Contractual Services

Finding No. 16: Contributions to Other Entities

Previously Reported

Contributions to other entities were made without the use of written agreements specifying the purpose of the
contributions and providing a mechanism whereby the CRA can monitor the use of the moneys. Additionally, CRA

Board approval of the contributions was not always documented.

We recommended that the CRA utilize written agreements, including appropriate monitoring provisions, to document
the authorized uses of CRA moneys transferred to other governmental and nonprofit entities, and conduct periodic

reviews of the entities’ records to ensure moneys were used as agreed.
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Results of Follow-Up Procedures

The CRA’s actions partially corrected this finding. Although our review of contributions to other entities from
the CRA disclosed that written agreements were used in some instances, we did note that the CRA provided funding
to a cemetery (a nonprofit entity) for $25,000, and the Salvation Army in the amount of $10,000, without written
agreements as to the allowable use of the funds or monitoring provisions for the CRA. Additionally, our review of

the CRA Board meeting minutes did not disclose Board approval of funding for the cemetery or the Salvation Army

Finding No. 17: Property Acquisitions

Previously Reported

Real property was acquired without the use of appraisals, or the purchase price exceeded the highest appraisal

obtained. Additionally, CRA Board approval was not always documented for the purchase of property.

We recommended that the CRA implement procedures to ensure that appraisals are obtained prior to purchasing
property, justifications for paying more than appraised values are documented, and CRA Board approval, and City

Commission approval, as applicable, is obtained prior to the purchase of property.

Results of Follow-Up Procedures

The CRA’s actions adequately corrected this finding. Our review of the acquisition of five parcels of property,
with purchase prices ranging from $20,000 to $450,000, disclosed that the proper appraisals were obtained and CRA

Board approval of the purchase price was documented in the CRA Board minutes.

Finding No. 18: Competitive Selection Procedures

Previously Reported

Competitive selection procedures could be improved by maintaining documentation of procurement activities and
decisions. Additionally, the contractor utilized for one CRA project was obtained through another entity even though
a bid was received by the City for the CRA project.

We recommended that the CRA develop and implement procedures to maintain adequate records of the date and
time bids are received and the witnesses to the bid openings. We also recommended that the CRA develop
procedures to comply with the City’s Code of Ordinances and document the reasons for awarding contracts to other

than the lowest bidder.

Results of Follow-Up Procedures

The CRA’s actions had not corrected this finding. Our review of the competitive selection records for four
contracts awarded during the audit period disclosed the following:

» The CRA had not maintained the date and time stamped bid envelopes for three bid openings.

» The CRA had not maintained documentation signed by those individuals in attendance at three bid openings.

» Documentation of each City and CRA employee evaluating the bid documents was not maintained as part of

the bid package for two of the bid openings.
In his response, the Redevelopment Director indicated that it is State government’s purchasing practices we
suggested the CRA follow and that City policies and procedures adopted by the CRA do not require that the
records described in the finding be retained. However, the point of our finding is that records should be

maintained to evidence the CRA’s procurement activities and decisions. Such records would assist the CRA

10
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In the event its procurement decisions were challenged. Also, such documents, once created, constitute
public records as defined in Chapter 119, Florida Statutes, and must be retained in accordance with the

records maintenance schedule established by the Department of State.

Finding No. 19: Contractual Services

Previously Reported

Amounts were billed and paid on contracts for services rendered prior to the date on which the notice to proceed was
issued. Contracts did not always require sufficient documentation to be submitted by contractors to provide a basis
for payment. Documentation to support one contract amendment and one change order providing for fee increases,

and CRA Board approval thereof, could not be provided.

We recommended that CRA procedures be strengthened for contractual services to ensure that invoices provide
sufficient detail of the services provided, that services are not rendered until properly authorized, documentation for
reimbursable expenses are propetly submitted with the payment request, and contract amendments and change orders

are documented through written contract amendments, and made part of the CRA’s official records.

Results of Follow-Up Procedures

The CRA’s actions partially corrected this finding. Although we found that receipts for reimbursable expenses
were submitted with payment requests and contract amendments and change orders were documented, our review of
ten contracts disclosed two contracts, in the amounts of $40,995 and $97,950, that required “Progress Certification
Statements” stating that the work element is complete at least to the percentage shown on the invoice. Although

requested, we were not provided such certifications for three payments on these contracts.

In his response, the Redevelopment Director stated that, “The CRA submitted documentation to the
Auditor that verified progress certifications for three payments that were not found during the Auditor’s
visit.” However, the documentation provided did not include the Progress Certification Statements required

by the contracts.

Finding No. 20: Boardwalk Mixed-used Project

Previously Reported

The City awarded a large contract to a developer, the only respondent to a request for qualifications and proposals

(RFQP), notwithstanding the fact that the developer failed to provide key elements in its response to the REFQP.

We recommended that the CRA ensure that all required documents are submitted with future RFQP’s prior to
consideration of awarding contracts. In the event that a sufficient number of responses are not received for future
redevelopment projects, we recommended that the City or CRA consider contacting potential respondents to
ascertain the reasons why there was little interest, re-bid the project, and consider the benefits of separating larger

projects with varied components into smaller projects.

Results of Follow-Up Procedures

The CRA’s actions adequately corrected this finding. Our review of the CRA Board minutes disclosed no
discussions of RFPQs during the audit period. Additionally, our review of the competitive selection process did not
disclose any instances when an RFPQ was issued. However, our review of the Requests for Proposal (REFPs) issued
during the period indicated that responders provided all information requested in the RFPs and the CRA received a

sufficient number of responses to its requests.
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Other

Finding No. 21: Report of Activities

Previously Reported

The CRA’s report of activities for the 2004-05 and 2005-06 fiscal years included only the required financial

statements, but did not include nonfinancial information that may be of interest to taxing authorities.

We recommended that the CRA consult with its taxing authorities regarding the nonfinancial information that should

be included in the report of activities.

Results of Follow-Up Procedures

The CRA’s actions adequately corrected this finding. Our review of the CRA’s 2007-08 fiscal year annual report
disclosed that it included the required financial statements and a report of activities as specified in Section
163.356(3)(c), Florida Statutes.

Finding No. 22: City Internal Auditor

Previously Reported

The City’s Internal Auditor reported to the Finance Director (i.e., management responsible for the activities under
review). Additionally, an internal audit of the CRA, issued March 20, 2007, had not been presented to the either the
City Commission or the CRA Board as of July 31, 2007.

We recommended that the City reorganize the internal audit function so that the Internal Auditor is supervised by,
and reports directly to, the City Commission or to an audit committee, comprised of members of the City

Commission.

Results of Follow-Up Procedures

The City’s actions had not corrected this finding. Our review of the City’s budgets for the 2007-08 and 2008-09
fiscal years disclosed that the Internal Auditor position was re-titled as Manager, Business Planning and Research
(Manager), and reported to the Finance Director/Chief Financial Officer. On September 28, 2008, the City
Commission adopted City Ordinance No. 08-234, establishing the City’s budget for the 2008-09 fiscal year. Section 4
of the Ordinance required City Commission approval, by resolution, of the transfer of any positions between City

departments.

On January 21, 2009, the City Manager directed the Human Resources Department to transfer the Manager position
from the Finance Department to the Office of the City Manager, and renamed the position Internal Auditor. The
Internal Auditor job description stated that the Internal Auditor was to function at the direction of, and report to, the
City Manager. In response to our request for the City Commission approved tresolution for the transfer, and the
Commission meeting minutes evidencing such approval, we were provided a response that stated the City Manager
was authorized, under the Daytona Beach City Code, Article 1V, Section 2b, to review and amend the City pay
schedule. However, that Section of the Code speaks to the Pay Plan, and does not provide for the transfer of

positions between City departments.

In his response, the Redevelopment Director indicated that the City Manager is authorized by City Code to
review and amend City positions and job descriptions. However, as noted in the finding, City Ordinance

No. 08-234 required approval by the City Commission for transfers of any positions between City

12
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departments. The Redevelopment Director also indicated that the change made by the City Manager is
supported by comments from the City’s external auditor. A letter from the audit firm was attached to his
response which stated, “While it is possible to establish an oversight structure that allows the internal audit
function to report directly to the City Commission, or an audit committee composed of members of the
Commission, it is very difficult to structure and is not always practical, or possible, to achieve.” The audit
firm went on to say that the suggested structure is further hampered by a number of inherent obstacles, such
as the availability of City Commissioners and the potential that meetings would be required to be held
publicly. However, as indicated in report No. 2008-036, we noted that an internal audit report had not been
presented to the City Commission, which illustrates the need for the Internal Auditor to report to the City
Commission or an audit committee rather than to management responsible for the activity or function

subject to audit.

OBJECTIVES, SCOPE, AND METHODOLOGY

The scope of this project included selected actions and transactions taken subsequent to November 2007 to determine
the extent to which the CRA has corrected, or is in the process of correcting, deficiencies disclosed in our report
No. 2008-036.

The methodology used to develop the findings in this report included the examination of pertinent CRA records,
inquiry of CRA personnel, and observation of procedures in practice. This follow-up review was conducted in
accordance with applicable generally accepted government auditing standards. Those standards require that we plan
and perform the follow-up review to obtain sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that the evidence obtained provides a reasonable

basis for our findings and conclusions based on our audit objectives.
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AUTHORITY

Pursuant to the provisions of Section 11.45(2)(l),
Florida Statutes, I have directed that this report be
prepared to present the results of our follow-up
procedures regarding findings and recommendations
included in report No. 2008-036, operational audit of
the Daytona Beach Community Redevelopment
Agency for the period October 1, 2004, through
March 31, 2007, and selected actions taken prior and

subsequent thereto.

(O 4 A

David W. Martin, CPA
Auditor General
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EXHIBIT A
MANAGEMENT’S RESPONSE

THE CITY OF DAYTONA BEACH

Department of Development and Administrative Services
REDEVELOPMENT DIVISION

POST OFFICE BOX 2451

DAYTONA BEACH, FLORIDA 32115-2451
PHONE 9386) 671-8180

Fax (386) 671-8187

October 8, 2009

Mr. David W. Martin, CPA
Auditor General

STATE OF FLORIDA

G74 Claude Pepper Building

111 West Madison Street
Tallahassee, Florida 32399-1450

RE: Daytona Beach Community Redevelopment Agency
Report No. 2008-036 — Operational Audit Follow-up

Dear Mr. Martin,

Pursuant to Section 11.45(4)(d), Florida Statutes, we hereby respectfully submit the enclosed
written statement of explanation concerning the follow-up report addressing the findings and
recommendations included in your follow-up to report No. 2008-036 — Operational Audit of the
City of Daytona Beach Community Redevelopment Agency.

We appreciate the opportunity to address the findings of this audit and we will continue to
improve our procedures and policies of the CRA in the best interest of our redevelopment areas
and the City of Daytona Beach. Please feel free to contact us about any concerns or questions
you may have regarding this matter.

Sincer€ly,

Reed A. Berger, AICP ' Q
Redevelopment Director
c. The City of Daytona Beach Community Redevelopment Agency Board Members

Mayor Glenn Ritchey
Mr. James Chisholm, City Manager
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Response to CRA Follow-up Audit Preliminary Findings

Cetober 8, 2009

Introduction

At the beginning of 2007 Mayor Glenn Ritchey invited the State of Florida Auditor General to
conduet an operational audit of the City of Daytona Beach Community Redevelopment Agency
(CRA) so that the elected officials and cilizens of Daytona Beach could have a better
understanding of the Agency’s finances and management practices. The audit was initiated in
May 2007 and a prehminary report of the State Auditor’s findings was released on October 11,
2007. The CRA prepared a response which was sent to the Auditor General’s office on
November &, 2007. On November 20, 2007 the Auditor General released his reporl noting 22
lindings that included suggestions for improving the overall management and operations of the
CRA. A follow-up audit was initiated in early March, 2009. The Auditor General's office
provided a report on September 1, 2009 to follow-up the 22 preliminary and tentative findings
provided to the CRA on November 20, 2007.

This lollow-up reporl was based on a review of CRA actions taken over the previous 18 months
for corrective measures, and to determine the CRA's progress on each of the 22 findings and
recommendations.  The Auwditor General lTound the CRA's actions adequately comected 9
findings. partially corrected 5 findings. had not corrected 6 findings, and took no corrective
action on 2 findings. The City of Dayvtona Beach has thirty davs to respond to the September 1,
2009 follow-up report after which the Auditor General will issue a final report.

The Auditor General has not wentilicd any misappropnation ol lunds or any violations ol Taw,
The CRA has taken corrective aclion in accordance with many ol the Auditor’s suggestions. The
CRA will herein address those [indings that the Audilor believes were partially corrected. The
CRA has sought the advice and comments from the City Attorney and the City’s external auditor
with respect to the Auditor General’s report and the CRA response, The CRA met on October 7,
2009 and directed that this report be sent to the Auditor General's Office.

Statutorv Framework

Chapter 163 Florida Statutes provides and emphasizes broad authority for local governments and
CRAs 1o make appropriate expenditures. Section 163.358 TFlorida Stalutes broadly states.
“lefvery county and mumnicipality shall have all the powers necessary or conveniend o carry oul and
effectuate the purposes and provisions of this part ...". This expansive grant of authority is repeated
verbatim in section 163.370(2). Florida Statutes. TFurthermore. section 163.370(2)(1). Florida
Statutes, authonzes the City 1o “appropriaie such funds and make such expenditures as are necessary lo
carry out the purposes of this part ...".

Section 163.387(6) Florida Statute, provides that money in a redevelopment trust fund may be
expended for undertakings of the community redevelopment agency as described in the
community redevelopment plan, including the following expenditures:

I'he City of Daytona Beach Community Redevelopment Agency
Response to CRA Follow-up Audit Preliminary Findings FPage 1 ofg
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a) administrative and overhead expenses necessary or incidental to the
implementation of the community redevelopment plan; and

b) development of commumty policing mnovations.

Section 163.340(23), Florida Statute, defines “community policing innovation” as  policing
techniques to reduce crime by reducing the opportunities for, and increasing the perceived risks
of engaging in criminal activity through visible presence of the police in the community,
mcluding but not limited to intensified motorized patrol and neighborhood storefront police
stations.

Section 163.37((3), Flonda Statutes, 1dentifies specific projects that “may not be paid for or
financed by increment revenue.” Section 163.370(3), Florida Statute, prohibits CRA funds from
being used for the following projects:

a) construction or expansion of administrative buildings unless approved by
the other taxing entitics or unless the construction or ¢xpansion is
contemplated as a community policing innovation:

b) publicly owned capital improvements scheduled within 3 years of creating
the CRA pursuant to an approved capital improvement plan:

c) general government operating expenses wunrelared to planning and
carrying out the Plan.

Thus, CRA expenditures are valid as long as:

a) the expenditures are not expressly prohibited by Section 163.370(3)
Florida Statutes:

b) the expenditures are consistent with the statutory goals of redevelopment
and eliminating blight:

c) the expenditures are consistent with the stated goals of the specific
redevelopment area plan, and;

d) the expenditures are not for general povernment operating expenses or
unrelated to the planning and carrying out of a commumity redevelopment
plan.

Based upon this statutory [ramework the CRA responds 1o the specilic issues raised by the
Florida Auditor General as follows.

I'he City of Daytona Beach Community Redevelopment Agency
Response to CRA Follow-up Audit Preliminary Findings FPage2of9
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Finding No. 1: Use of CRA Funds

The Auditor General’s staff noted several expenditures that were alleged to be not authorized by
Chapter 163, Part TII, Florida Statutes, or not in accordance with CRA Redevelopment Plans.
These expenditures included promotional expenditures. police-related expenditures, electric bills
for street lights, and other expenditures. The Auditor recommended that the CRA request
reimbursement from the City for the CRA funds that were either not authorized by Chapter 163.
Part 111, Florida Statutes, or not in accordance with CRA Plans, and that procedures be adopted
to ensure that CRA trust fund expenditures are expressly authorized pursuant to Chapter 163,
Part 111. Florida Statutes. and CRA Plans.

CRA Corrective Action

On May 20, 2009, the City reimbursed the CRA $784,491 of the $1.174.601 in questioned
expenditures identified in the initial audit (report No. 2008-036). Amounts not reimbursed
included promotional expenditures of $307.201 and ¢lectric bills in the amount of $82.909 for
decorative streel lights purchased and installed by the CRA in the downlown area.

The CRA believes it acted properly when it approved the expenditures not reimbursed by the
City for the following reasons:

1. Funds were used in accordance with the CRA budget.

2. Funds were used in accordance with the CRA policies.

3. The lunded activilies or services were consislenl with the goals and pohicies ol the
respeclive redevelopment plans which were amended on October 1, 2008 to lurther
clarify the intent and use of funds.

4. CRA expenditures are not replacing a general fund obligation or service level.

More specifically, the CRA made legitimate expenditures when it assumed responsibility for
paving the utility bills for the new decorative streethghts mstalled in the Downtown CRA which
are in addition to existing taller streetlights that are on a separate circuil and whose electric bills
are paid by the general fund. Additional lighting downtown improves safety, deters erime, and
provides a more attractive place for reinvestment.

During the Auditor’s follow-up review of CRA trust fund expenditures, for the period December
2007 through March 2009, the Auditor identified payments to the Daytona Beach Partnership
Association and the Main Street Merchant Association for promotion expenses to be potentially
unauthorized under Chapter 163 and the CRA plans. Although the CRA provided proper
documentation supporting these expenditures, the Auditor found “...there were no provisions in
the contracts that related to specific redevelopment projects within the CRA areas.”™ The Auditor
introduced a new argument not raised in their original November 2007 report that suggests that
promotion expenditures must be tied to specific capital projeets deseribed in the Redevelopment
Plan. This new theory narrowly defines “promotion™ as used in the CRA plans, as a one-time
event to celebrate a redevelopment project. This limited and restrictive interpretation 15 not
supported by State law and not reguired to hist detaled specihic projects m the Redevelopment
Plan.

I'he City of Daytona Beach Community Redevelopment Agency
Response to CRA Follow-up Audit Preliminary Findings Page3of9
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The State Auditor also objected to $250,000 provided to the Daytona Beach International
Festival (DBIF) pursuant to a loan agreement between the City and DBIF which they claim was
not an authorized use of CRA funds. During the summer of 2007 the CRA spent considerable
time to address the reasons the CRA should fund the promotion of the London Symphony
Orchestra and the other DBIF events as a way to improve the quality of life and attract more
visitors 1o the venues located in the redevelopment areas which sustains existing businesses and
increases opportunities for new investment within the redevelopment area.

While the CRA believes the expenditure is consistent with the Downtown and Main Street
redevelopment plans, the CRA recognizes the agreement with DBIF was written prior to the
Auditor’s release of their original findings in November 2007 at which time there was no
distinction between the CRA and the City’s actions to approve the agreement.  Because the City
signed the agreement, the City Manager has directed City stafl’ to reimburse $125.000 to the
Downtown Redevelopment Trust Fund and $125.000 to the Main Street Redevelopment Trust
Fund.

The State Auditor also clammed that 9 of 42 CRA trust fund cxpenditures reviewed were for
general operating expenditures of the City which are not authorized uses of CRA funds. The
specilic live expenditures mentioned by the Auditor include:

1. food/housing (520,000)  this was a CRA eligible expenditure for a new innovative
and successful program called “Street Teams™ that provided food and shelter for the
homeless in return for providing full-time maintenance work within the host
Redevelopment Area.  The new program was reviewed and supported by the
Redevelopment Area Board. The funds were issued to the Salvation Army which
served as the host agency that coordinated the distribution of funds for food and
shelter lor those individuals that provided mainienance services [or the direct benelit
of the Redevelopment Area. The CRA paid for labor, not food and housing.

2. holiday decorations ($7.670) — this is a traditional CRA expense that would not
otherwise be paid by the City.

3. clectric bills for street lights ($2.468) — as stated carlier. the CRA pays for utilities for
decorative street lights installed by the CRA to improve the strectscape.

4. pressure washing ol street pavers ($200) — this is an expense related to maintaining
streetscape improvements installed by the CRA. This 1s not a City expense.

5. swimming pool chemicals (8100) — The lLeisure Services Dept. did not have an
operating budget for the newly opened Ocean Breakers Park located in the Main
Street Redevelopment Area.  Therefore, the CRA assumed the costs of maintaining
the water quality for the new splash park facility that was partially funded by the
CRA together with several grants. This was not a City obligation.

The Auditor also noted CRA trust [und expenditures included journal translers [rom the CRA
trust fund to other City funds. For the 2008-09 fiscal year, through March 31, 2009, transfers
from the CRA trust tund to the general tund totaled $803.747. These transters were for police
and code enforcement services provided to the redevelopment arcas. The Auditor is expressing
an opinion that details of an innovative community policing program nced to be incorporated
into the Redevelopment Plan, not just mentioned as an authorized program. The CRA provided

I'he City of Daytona Beach Community Redevelopment Agency
Response to CRA Follow-up Audit Preliminary Findings FPagedofg

19



OCTOBER 2009 REPORT NoO. 2010-038

the policing program to the Auditor. The CRA maintains that the special operations which are
all reimbursed to the Police Department as overtime within the CRA are beneficial to the
redevelopment area. and are easily documented by the detailed special operations reports which
only alleet overtime accounts. Furthermore, the enhanced code enforcement services are also
described in the Redevelopment Plan and time cards for the staff assigned solely to a specific
Redevelopment Area are documented for reimbursement. It is important to note 1s that the CRA
has seen direct evidence in the reduction of crime in the Main Street redevelopment area,
especially on the Boardwalk where special officer details paid by CRA funds have created a
more visible presence of public safety that is essential to retaining and growing the tourism
industry in Florida. Another important improvement in combating crime in the Main Street
redevelopment arca is the establishment of police sub-stations in the heart of the redevelopment
arca. CRA funding for commumity policing in Mam Street and Downlown 15 a proven example
ol how we create a safer place for visitors and residents. Crime incidents were down 34% in the
Main Street CRA vs. 23% in the City between 2002 and 2007,

In summary, it is our understanding that CRA fund expenditures identified by the Auditor
General as “not authorized by Chapter 163, Part 111, Florida Statutes, or not in accordance with
CRA Plans” were budgeted and used for CRA purposes in accordance with State law and local
redevelopment plans, We note that Chaptler 163, Flonda Statutes, provides that the CRA may
make expenditures that f[urther the goals ol the adopled Redevelopment Plans, including
expenditures for operating expenses related to the planning and carrying out of' a CRA plan. To
that end the CRA relies upon the adopted Redevelopment Plan and annual approved budget for
the concurrence and authority to make expenditures that further the goals of the Plan.

An important principle applied to CRA fund expenditures is that the CRA monies not be a
substitute for traditional general fund expenditures, but rather be used for “enhanced™ or
extraordinary operaling expenses and capital projects necessary to carry oul the goals ol the CRA
Redevelopment Plan.  To that end the CRA underwrites the costs to build and maintain
streetscape beautification, parks. and other public amenities together with additional support
services and equipment necessary to operate and maintain the improvements. We believe
Section 163.370(2), Florida Statutes supports expenditures of CRA funds including the
promotion of special events, increased and concentrated police and code enforcement, and other
costs directly associated with public improvements mcreased mamtenance funded by the CRA
“necessary or convenient to carry out and effectuate the purposes and provisions™ of
redevelopment.

Finding No. 2: Contents of CRA Plans

The Auditor suggests that CRA Plans were not in sufficient detail to provide for a determination
that CRA expenditures were in accordance with the Plans and recommended that the CRA revise
its CRA Plans to include sufficient detail to demonstrate that expenditures of the CRA funds are
in accordance with Scction 163.387(6), Florida Statutes.

The CRA does agree with the 1dea that where possible the Plans should be clear about the
mntended use ol funds, The CRA amended 11s Plans on October 1, 2008 (o clearly describe s
intent of what is authorized to be lunded with the understanding thal specilic details for

I'he City of Daytona Beach Community Redevelopment Agency
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programs and projects would be described and documented in accordance with the goals and
ohjectives of the Plan and also described in the budget. Section 163.387(6). Florida Statutes,
provides flexibility in terms of how CRA funds are used to carry out the purpose of
redevelopment and does not prescribe that the Plans provide any specific detail. This section of
the Statutes is provided below.

“(6)  Moneys i the redevelopment trust find may be expended from time io time for
undertakings of a community redevelopment agency as described in the community
redevelopment plan for the following purposes, including, but not limited to:

fa) Administrative and overhead expenses necessary or incidental to the implementation
of a community redevelopment plan adopied by the agency.

(k) Expenses of redevelopment planning, surveys, and financial analysis, including the
reimbursement of the governing body or the community redevelopment agency for such
expenses incurred before the redevelopment plan was approved and adopted.

) The acquisition of real property in the redevelopment area.

fdl The clearance and preparation of any redevelopment area for redevelopment ana
relocation of site occupants within or oulside the community redevelopment area as
provided in 5. 163.370.

(¢) The repayment of principal and nterest or any redemption premium for loans,
advances, honds, bond anticipation notes, and any other form of indebtedness.

{f)  All expenses incidental to or connected with the issuance, sale, redemption,
retirement, or purchase of bonds, bond anticipation notes, or other form of indebtedness,
including funding of any reserve, redemption, or other fund or account provided for in
the ordinance or resolution authorizing such bonds, notes, or other form of indebtedness.
(g) The development of affordable housing within the community redevelopment area.

(h) The development of community policing innovations.”

The Auditor, however, stated that the amended CRA Plans “generally did not include specific
planned capital projects to be undertaken or pertinent updates to existing capital projects. For
example. the amended Midtown CRA Plan refers to projects with outdated completion dates of
1998, 1999, and the 2001-02 through 2004-05 fiscal years. Also, the amended Main Street CRA
Plan mcludes the replacement of sewer lines, a Lift station, and storm drainage system, with the
same estimated cost data as was stated in the 1981 Plan. Such information does not provide
relevant, current information regarding CRA activities, with current costs, or specific projects
under consideration by the CRA Board, which would provide guidance and authorization as to
the proper use of CRA funds.”

The CRA agrees that when the Plans are revised it would be helpful to update baseline data if it
15 relevant to the goals and policies of the Plan. However, the listing ol detailed capital projects
and their projected costs is a [unction of the CRA budget and other supplemental documents and
is not required by State Statute to be detailed in the Redevelopment Plan. The Auditor failed to
recognize the State Statutes requiring detailed information in the Plans is not required of the
Dm'.'nto}vn and Main Street Redevelopment Plans according to Section 163.362(11), Florida
Statutes'.

I'he City of Daytona Beach Community Redevelopment Agency
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21



OCTOBER 2009 REPORT NoO. 2010-038

22



OCTOBER 2009 REPORT NoO. 2010-038

Finding No. 11: CRA Salary Expenses

The CRA provided the Auditor with the Redevelopment Expenditures Policy & Procedures
manual created by the Finance Department in response to the original Audit findings. The Policy
provides that timesheets are to be completed based upon the time spent working in or for a
particular CRA redevelopment area. The CRA provided copies of redevelopment emplovee
timesheets from July 2009 wherein the employees’ recorded time was charged to the various
redevelopment arcas. The Redevelopment staff continues to use the new detailed timeshects to
document a more accurate allocation of hours charged to each CRA,

Finding No. 13: Severance Pay

The CRA provided a letter dated March 19, 2009 to the Auditor, sent to the former
redevelopment director, which requested repaymenl. The returned delivery conlirmation receipt
stated that the letter was undeliverable and could not be lorwarded.

The attached memorandum from the City’s Deputy City Attorney supports the City’s policy with
respect to termination and compensation of terminated employees.

Finding No, 14: Fringe Benefits

The CRA provided the Auditor with City policies which does not require documentation of
records supporting the amount charged for vehicle allowances and cellular telephone stipends

required to conduct CRA business.

Finding No. 15: Disbursements Processing

‘The CRA has adopted the policies of the City and added additional policies to ensure CRA funds
are properly used m accordance with best practices of mumecipal govermments. For example, all
expenditures over $5.000 are required Lo have a Use of Funds [orm completed and signed by the
Redevelopment Director in_addition to assuring requisitions and purchase orders are used to
document the approval of purchases prior to incurring an obligation for payment.

CRA policies do not require that invoices be canceled or marked as paid, or acceptance of goods
or services be documented. However, the CRA does plan to revise its new procedures to clarify
which personnel can approve the expenditure of funds.

The Auditor noted two dishursements where the requisition and purchase order were issued on
the same date as the related invoice. These two cases involved Redevelopment staft expediting
fagade grant pavments on the same day to meet an urgent request of the grant applicants where
all invoices were provided as a part of the grant requirement.

I'he City of Daytona Beach Community Redevelopment Agency
Response to CRA Follow-up Audit Preliminary Findings Page8of9
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Finding No. 16: Contributions to Other Entities

The CRA provides for written agreements to assist with monitoring and assuring CRA "Trust
Funds are properly utilized for their intended purpose. For example. the CRA approved an
agreement in 2008 with the Downtown Development Authority to clarify how funds should be
spent, primarily for the purpose of underwriting the Main Street program administered by the
Davtona Business Partnership Association.

The CRA also has traditionally supported the Piewood Cemetery Association, a nonprofit
entity, to maintain a historic site that is open to the public and attracts tourists in the heart of the
Main Street redevelopment area.  The CRA receives receipls Irom the Association to venly
work that maintains the grounds. The CRA also [unded the new pilol Street Teams program that
employs the homeless Lo provide maintenance services within the redevelopment area. Decause
these programs are funded at or below 525,000 CRA policy does not require the funding to be
approved by the CRA Board. That said. the CRA will assure there are written agreements where
CRA funds are provided to these non-profit entities should they seek further funding from the
CRA.

Finding No. 18: Competitive Selection Procedures

The Auditor claims the CRA does not follow State government’s purchasmg practices such as
maintaining date and time stamped bid envelopes for bid openings or keeping records of who
was on the selection leam, City poheies and procedures adopled by the CRA do not require this
type of detailed documentation Lo be maintained.

Finding No. 19: Contractual Services

The CRA assures that receipts for reimbursable expenses are submitted with payment requests
and contracl amendments and change orders are documented. The CRA  submitled
documentation to the Auditor that verilied progress cerlilications for three payments thal were
not found during the Auditor’s visit.

Finding No. 22: City Internal Auditor

The City changed the Intermal Auditor position lo thal of Business Planmng and Research
Manager, which reports to the Finance Director/Chief Financial Officer. The City Manager is
authorized, under the Daytona Beach City Code, Article 1V, Section 2h, to review and amend the
City position and job description. This change is supported by comments provided in the
attached letter from the City’s external audit firm of Brent Millikan & Company.

Conclusion

The CRA believes the comprehensive operational audit has been very beneficial to
understanding and improving the management of the CRA. The CRA believes it has materially
complied with the Audil [indings for the [unds and programs it is responsible for managing. And
finally. the CRA believes 1t has addressed all the Auditor General’s comments with the
understanding that diflferences ol opmion remain with respect to the interpretation ol State law
and best management practices of Community Redevelopment Agencies.

The City of Daytona Beach Community Redevelopment Agency
Response to CRA Follow-up Audit Preliminary Findings Page Sof 9
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Footnote for The City of Daytona Beach CRA Audit Response

Footnote #1 - “163.362 Contents of community redevelopment plan.--Every community
redevelopment plan shall:

(1) Contain a legal description of the boundaries of the community redevelopment areq and the
reasons for establishing such boundaries shown in the plan.

(2) Show by diagram and in general terms:
(@) The approximate amount of open space to be provided and the street layout.
(b) Limitations on the type, size, height, number, and proposed use of buildings.
(¢) The approximate number of dwelling units.
(d) Such property as is intended for use as public parks, recreation areas, streets, public
utilities, and public improvements of any nature.

(3) If the redevelopment area contains low or moderate income housing, contain a
neighborhood impact element which describes in detail the impact of the redevelopment upon the
residents of the redevelopment area and the surrounding areas in terms of relocation, traffic
circulation, environmental quality, availability of community facilities and services, effect on
school population, and other matiers affecting the physical and social quality of the
neighborhood.

(4) Identify specifically any publicly funded capital projects to be undertaken within the
community redevelopment area.

(3) Contain adequate safeguards that the work of redevelopment will be carried out pursuant to
the plan.

(6) Provide for the retention of controls and the establishment of any restrictions or covenants
running with land sold or leased for private use for such periods of time and under such
conditions as the governing body deems necessary to effectuate the purposes of this part.

(7) Provide assurances that there will be replacement housing for the relocation of persons
temporarily or permanently displaced from housing facilities within the community
redevelopment area.

(8) Provide an element of residential use in the redevelopment area if such use exists in the area
prior to the adoption of the plan or if the plan is intended to remedy a shortage of housing
affordable to residents of low or moderate income, including the elderly, or if the plan is not
intended to remedy such shortage, the reasons therefor.

(9) Contain a detailed statement of the projected costs of the redevelopment, including the
amount to be expended on publicly funded capital projects in the community redevelopment area
and any indebtedness of the community redevelopment agency, the county, or the municipality
proposed to be incurred for such redevelopment if such indebtedness is to be repaid with
increment revenues.
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(10) Provide a time certain for completing all redevelopment financed by increment revenues.
Such time certain shall occur no later than 30 years afier the fiscal year in which the plan is
approved, adopted, or amended pursuant to s. 163.361(1). However, for any agency created
after July 1, 2002, the time certain for completing all redevelopment financed by increment
revenues must occur within 40 years afier the fiscal year in which the plan is approved or
adopted.

(11) Subsections (1), (3), (4), and (8), as amended by 5. 10, chapter 84-356, Laws of Florida,
and subsections (9) and (10) do not apply to any governing body of a county or municipality or
fo a community redevelopment agency if such governing body has approved and adopted a
community redevelopment plan pursuant to s. 163.360 before chapter 84-356 became a law; nor
do they apply to any governing body of a county or municipality or to a community
redevelopment agency if such governing body or agency has adopted an ordinance or resolution
authorizing the issuance of any bonds, notes, or other forms of indebtedness to which is pledged
increment revenues pursuant only to a community redevelopment plan as approved and adopted
before chapter 84-356 became a law.”
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Morgan B. Gilreath Jr.
Property Appraiser
Volusia County

123 W. Indiana Ave.
Deland, F132720

Re:  Downtown Development Authority
Regquest to Correct Taxable Value

Dear Mr. Gilreath:

The Auditor General of the State of Florida recently performed an operational audit of the Daytona
Beach Community Redevelopment Agency. One of the General Auditor’s findings was that the incorrect
property values were used to calculate the tax increment revenue payable from the Downtown
Development Authority (DDA) to the Daytona Beach Downtown Redevelopment Trust. The property
value provided on Form DR-420TIF should be the value of the DDA, not the entire Downtown
Redevelopment Area. The DDA and the Downtown Redevelopment Area have different boundaries (see

attached map). Therefore, the property values should be different.

On behalf of the Daytona Beach Downtown Development Authority, 1 am requesting the taxable value
used to calculate the increment revenue owed to the Downtown Redevelopment Trust from the
Downtown Development Authority be changed. Form DR-420TIF line (1) should be the taxable value of
real property for operating purposes of the Downtown Development Authority (line (1) Form DR-420) or
$109,747,022 for 2009 and line (2) Base year taxable value should be $44,807,820.

Making this change will align our TRIM notice with our tax increment calculation. If you have any
questions or need more information, please contact me at (386) 671-8188.

U.S. Postal Servicem
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Redevelopment
Expenditures Policy
& Procedures

Approved March 4, 2009
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Redevelopment Department Expenditures Policy & Procedures

DATED: March 4, 2009 Page Number: 1 of 5
Subject: Expenditure Documentation and Approval Process APPROVED
BY:
INTRODUCTION

It is the policy of the City to spend Tax Increment Funds in accordance with Florida
Statute 163.387 and the Redevelopment Plans as adopted by the CRA Board (see
attachment #1). This policy is enacted to provide an approval and documentation
process for all redevelopment expenditures. The following procedures are required
for all uses of redevelopment funds:

1. Payroll — Police services provided by the City will be based on documented
overtime for special operations that conform to the CRA’s Redevelopment Plans.
All other employees will use time sheets or time cards to document actual time
worked in each redevelopment area every week. A copy of all time cards and
time sheets charged to Redevelopment Funds must be forwarded to the
Redevelopment Department for review and approval to insure conformance with
Redevelopment Plans and Florida Statutes.

Police

e Police officers will only charge overtime for special operations performed
in redevelopment areas.

¢ Time cards and Special Operations Action Plans will be used to document
overtime. Special Operations Action Plans will provide detailed
explanations for the type of work performed and attach the respective time
cards supporting the operation time.

e Overtime charged to redevelopment areas will conform to community
policing as defined in the Redevelopment Plans and the Florida Statutes
163.387.

e Hours worked shall be allocated to the proper Redevelopment cost center,
which will be accounted for in the General Fund. The City will utilize
“Transfers” to charge the CRA for services rendered.

* A copy of the overtime card and Special Operations Action Plans will be
sent to the Redevelopment department. The Redevelopment Director or
his/her designee shall review the time cards and Special Operations Action
Plans to insure conformance with the Redevelopment Plan and Florida
Statutes 163.387.

¢ The Redevelopment Department shall store all time cards and Special
Operations Action Plans in separate folders for each redevelopment area.
Time cards and Special Operations Action Plans shall be retained in
accordance with the State retention policy,
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Redevelopment Department Expenditures Policy & Procedures

DATED: March 4, 2009 Page Number: 2 of 5
Subject: Expenditure Documentation and Approval Process APPROVED
BY:

(Payroll Cont’d)

All Other Emplovees

= A time sheet or time card (see attachment #2) must be completed at the
end of each workweek indicating the actual amount of time worked in each
redevelopment area. The time sheet can be found on the “O” drive server
under the folder CRA Forms.

e All hours worked in Redevelopment Funds will conform to established
Redevelopment Plans and Florida Statutes 163.387.

¢ Hours worked shall be allocated to the proper Redevelopment Fund and
cost center for your department. Note: Code Enforcement will charge
their actual time to CRA descriptive cost centers in the General Fund.
Actual documented Code Enforcement cost will be charged back to the
CRA through “Transfers” for services rendered, similar to Police services.

¢ Upon completion of entering the weekly payroll information, the
department payroll clerk will make a copy of all time sheets/time cards
using redevelopment funds and forward a copy to the Redevelopment
Department.

¢ The Redevelopment Director or his/her designee shall review the time
sheets/time cards to insure conformance with the Redevelopment Plan and
Florida Statutes 163.387.

* The Redevelopment Department shall store all time sheets in separate
folders for each redevelopment area. Time sheets shall be retained in
accordance with the State retention policy.
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Redevelopment Department Expenditures Policy & Procedures

DATED: March 4, 2009 Page Number: 3 of 5
Subject: Expenditure Documentation and Approval Process APPROVED
BY:

2. Claims (Accounts Payables) — All accounts payable charges to Redevelopment
Funds will be reviewed to insure conformance with the Redevelopment Plan
and Florida Statutes 163.387. An approval form must be completed for all

¢claims over $5,000 and a cursory review for all claims less than $5,000.

Purchases $0 - $4,999

e Purchases will follow the City’s purchasing and payment policy and

procedures for the product or services acquired.

® A copy of the claim, invoice, and purchase order (if applicable) will be sent
to the Redevelopment Department. The Redevelopment Director or

his/her designee shall review all expenditures $0 - $4.999 to jinsure
conformance with the Redevelopment Plan and Florida Statutes 163.387.

e Any claims not in compliance with Redevelopment Plans and Florida
Statutes 163.387 will be journalized to an applicable non CRA fund.

* The Redevelopment Department shall store claims, invoices, and purchase
orders in separate folders for each redevelopment area, Claims, invoices,

and purchase orders shall be retained in_accordance with the State
retention policy.

Purchases $5000 - $24.999

e Print a copy of the “Use of CRA Funds Application” form (see
attachment #3). The form can be found on the “O” drive server under

the folder CRA Forms.

e Complete the top portion of the form. Attach supporting documents
when needed to explain details of the project.

¢ Once the form is filled out (legible handwritten is permitted), it shall be

forwarded to the Redevelopment Director or his/her designee who will

complete the form and determine if the request is approved or denied.
A copy of the completed form will be returned to the Department for

their records with the original application remaining in the
Redevelopment Office.

e Departments with approved request will then follow the City’s

purchasing and payment policy and procedures for the product or
services acquired.
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Redevelopment Department Expenditures Policy & Procedures

DATED: March 4, 2009 Page Number: 4 of 5
Subject: Expenditure Documentation and Approval Process APPROVED
BY:

(Claims Cont’d)

e A copy of the claim, invoice, use of CRA Funds Application, and

respective purchase order (if applicable) will be forwarded to the
Redevelopment department for their files.

Purchases Greater Than $25,000

¢ Any proposed expenditure of CRA funds exceeding the $25,000 limit

will require a copy of the approved use of CRA Funds Application be
included in the Request for CRA Action (agenda package). See

procedures above.

e Upon approval of the purchase by the CRA Board, The department
will follow the city’s Procurement process (RFP / Bids) for purchases

greater than $25.000. A copy of all Bid/RFP documentation will be
forwarded to the redevelopment department.

¢ Upon payment for the product or services, a copy of the invoice, purchase

order, and unse of CRA Funds Application will be forwarded to the

Redevelopment Department for their files.

The Redevelopment Department shall store a_copy of all claims and related
documentation in separate folders for each redevelopment area. Claims and related
documentation shall be retained in accordance with the State retention policy
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Redevelopment Department Expenditures Policy & Procedures

DATED: March 4, 2009 Page Number: 50f5
Subject: Expenditure Docnmentation and Approval Process APPROVED
BY:

3. Journal Entries are used to correct errors, transfer funds for debt service, capital
project, or other operating cost (services rendered for Police and Code
Enforcement), which benefit the redevelopment area. All journal entries shall be
approved by the Redevelopment Director or his/her designee to insure
conformances to the Redevelopment Plan and Florida Statutes 163.387:

Upon completion of a journal entry charged to the Redevelopment funds, a
copy will be provided to the respective Finance Department Liaison for
their review.

Each journal entry will include a memeo of explanation and/or adequate
justification on the journal entry form itself.

The Finance Department Liaison will review the journal entry to insure
correct account codes, budgetary compliance, and adequate
description/justification is provided.

Upon completion of review by the Finance Department Liaison, the
journal entry will be initialed and forwarded to the Redevelopment
Department for their review and approval to insure conformance with
Redevelopment Plan and Florida Statutes 163.387.

The Redevelopment Department shall store all journal entries in separate
folders for each redevelopment area. Journal entries shall be retained in
accordance with the State retention policy.
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OFFICE OF THE
MARIE HARTMAN ANTHONY E. JACKSON

LR R CITY ATTORNEY o s

Board certified in

R Sy 3 Aoe THE CITY OF DAYTONA BEACH BENJAMIN S. GROSS

Government Law
Assistant City Attorney
ROBERT JAGGER 301 South Ridgewood Avenue, Sulte 220, Daytona Beach, FL 32114 CARRIE E. LATHAN
Deputy City Attorney Mailing address: P.O, Box 2451, Daytona Beach, FL 32115 Assistant City Attorney
Telephone: (386) 671-8040 Facsimile: (386) 671-8049
MEMORANDUM

TO: Bob Goldberg

FROM: Robert Jagger, Deputy City Attorney

DATE:; May 22, 2009

RE: Bargained for Severance Pay

Per your request, this memo is in response to your question as to whether the City can agree to an
employee severance package upon resignation in lieu of termination. The City’s Personnel
Ordinance, Chapter 70, does not expressly provide for, nor prohibit, bargained for severance pay
upon resignation from the City. Florida case law does however approve employee severance
agreements as a traditional and important tool for resolving municipal employment disputes.

The case of Brown v. Jacksonville, 696 So.2d 946 (1" Dist, 1997), approved a negotiated
retirement/severance agreement on the basis that the parties had the right to amend an
employment contract where the employee was still rendering services on the date of the
bargained for severance agreement. The Court noted that because the negotiated agreement was
entered into prior to resignation, such agreements do not violate Sec. 215.425° Fla. Stat.,
prohibiting extra compensation to an employee after the service has been rendered. In addition,
Speciale v. Boca Raton, 613 So.2d 1387 (4“' Dist. 1993), provides that termination agreements
are an important tool in allowing a municipality some latitude in making personnel decisions and
should be upheld.

Bargained for employee severance packages during the term of employment therefore do not
violate the City Code, nor are they prohibited by Florida Law.

Please let me know if you have any questions.
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BRENT MILLIKAN & COMPANY, P.A.

CERTIFIED PUBLIC ACCOUNTANTS

Aupust 28, 2009

James V. Chisholm

City Manager

The City of Daytona Beach

F. 0. Box 245

Daytona Beach, FL. 32115-2451

Re: Audit Comments on Internal Audit Fonetion

Dear Mr. Chisholm:

In previous years, the City created o formal position for an Internal Avditor, whose initial job
responsibilities were managed by the Finance Doperiment. At the conclusion of our audit of the City's
2003 financial stntements, our firm recommended that the City should consider reclassifying the role of
en independem imemal aoditor. At that lime, our recommendation was based exclusively on our
understanding of the City"s continuing need to enhance management’s required fiscal monitoring of the
City's intermal controls end its related control environment. We also recognized that n similar
recommendation had been mads by the City’s Budget Review Commitiee (en eppeinted group of
independent local business leaders) in Avgust 2008,

In our audit recommendation, we suggested that the intemal nudit function should be completely
independent of al} operating departments to enable it to be fully functional and independent of any relnted
oversight responsibiliies. We believe thmt this can be substantially mitigated with the trangfer of the
oversight role from the Finance branch to the Executive branch of the City,

In 2 previous communication from the Florida Auditor Geneml (dsicd November 20, 2007), his office
stated that “good internal control dictates that proper monitoring of an organization’s operations Is
enhanced when the individual performing internnl audits is not supervised by, and does not repont to,
management responsible for the activities under roview." The report also specifically mentioned that the
Institote of [nternal Aoditors has developed various practice standards, including Attribute Standard 1110,
which states that the chief sudit executive should report to a level within the orgenization that allows the
internal sodit activity to fulfill its responsibilities. The Standard also states that the internal andit activity
should be free from imerference in determining the scope of internal anditing, performing work, and
communiceting resalts,

While it is posaiblo to establish an oversight structure that allows tho intemal sudit function to repon
directly to the City Commission, or an audit commitiee composed of members of the Commission, it is
very difficult to structuro and is pot always practical, or possible, to achieve. Quite honestly, this type of
operationnl structuro is further hampered by a oumber of other inherent obstscles. (1) The City
Commissioners do not have full-time positions, they aro not alwnys available, and they do pot serve
onsits on a full-ime basls; and (2) more importantly, virtually all potential meetings to discoss any and all
matters, regardless of their sensitivity, are required to be poblicly noticed in advance, and subsequently

205 MAGNROLIA 6T, « NEW BRYTRNA BEACH, FL AN43-T15 « (V80) 4271333 « DAYTONA (385 3430040 « FAX (388 £17 550 o wrw brsepm oo
MEMRIR: Amsccen [sedrw of Cormfod Pobls Acrormtiets wnd AICPA Prives Compesiza Prarsier Sordos
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James ¥. Chisholm

City Manager

The City of Daytone Beach
August 28, 2009

Page 2

conducted in open-to-the-public: sessions. These are very real limitations that significently contribute to
material reductions in the overali effectiveness of the internal audit function in 8 govemnment sctting.

In lieu of placing the internal andit fanction under legislative contral, we believe it can effectively operate
throagh execuative branch oversight and contimoe to fulfill its responsibilities. While wo understand that
similar limitations exist, we believe that this is the most practical way to approach a workable solution
that allows the conduct of the internal andit function to be segregnied from all other City departments.

As plways, it is n sincere pleasure to work with you and the City of Daytona Beach. If you have any other
questions or comments, please feel free to confact me at your earliest convenience,

Sincerely,

@, Al

Alex H. Kish, CPA
Engagement Principal
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